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Introduction 

Since  its  inception  in  1965  tlie  Medicare  program  has  been  plagued  by  increases 
in  its  budget,  increases  which  have  become  even  more  dramatic  in  the  last  decade. 
Initial  reform  activities  were  focused  on  payments  for  hospital  costs,  the  largest 
percentage  of  the  Medicare  budget.  These  activities  culminated  with  the  introduction 
in  1983  of  a  new  way  of  paying  for  hospital  stays.  Diagnostic  Related  Groups  (DRGs). 

After  DRGs  were  introduced,  attention  began  to  focus  on  the  second  largest 

component  of  Medicare  costs  --  physician  payments.  Medicare  payments  for 

physicians'  services  increased  at  an  annual  rate  of  16%  from  1978-1987."'  In  1987 

Medicare  expenditures  on  physician  services  were  $22  billion,  27%  of  the  Medicare 
p 

budget.    The  reality  of  these  demonstrated  increases  in  physician  payments  in  the 
last  10  years,  combined  with  future  projections  of  use  if  the  increases  cannot  be 
moderated,  has  resulted  in  considerable  legislation  and  executive  attention  given  to 
physician  payment  reform. 

In  this  paper  we  will  discuss  overall  physician  utilization  trends  nationwide  and  for 
the  ten  largest  carriers.  The  paper  will  begin  with  a  discussion  of  the  changes  in 
Medicare  physician  reimbursement  during  our  period  of  study,  1986-1988.  It  then 
describes  the  data  sources  and  methodology  used.  Following  that,  changes  in 
selected  utilization  measures  from  1986  to  1988  are  described.  The  paper  concludes 
with  a  discussion  of  the  policy  implications  of  these  findings. 

Review  of  Changes  in  Medicare  Phvsician  Payment.  1986-1988 

Historically,  all  Part  B  services  have  been  reimbursed  on  a  fee-for-service  basis 
using  customary,  prevailing,  reasonable  charge  (CPR)  methodology.  According  to  this 
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methodology  the  amount  allowed  by  Medicare  (the  Medicare  reasonable  charge  or 
allowed  charge)  is  the  lowest  of:  (1)  the  submitted  charge;  (2)  the  customary  charge 
which  is  the  physician's  median  charge  during  the  previous  calendar  year;  (3)  the 
prevailing  charge,  which  is  the  75th  percentile  of  all  customary  charges  for  physicians 
in  the  same  specialty  and  the  same  geographic  area  during  the  previous  calendar 
year,  adjusted  by  the  Medicare  Economic  Index  (MEI);  or  (4)  a  charge  determined  to 
be  reasonable  by  the  Medicare  carrier.  The  MEI  reflects  increases  in  physician  office 
practice  costs  and  earnings  in  the  general  economy. 

During  the  last  ten  years  there  has  been  heightened  Congressional  interest  in 
physician  payment  reform.  Since  1982  the  budget  reconciliation  bills  (TEFRA82, 
DEFRA84,  COBRA85,  COBRA86,  COBRA87)  have  included  many  specific  changes  in 
physician  payment.  Four  of  these  --  the  Participating  Physician  and  Supplier  (PAR) 
Program,  the  Laboratory  Fee  Schedule,  Fee  Freezes  and  Medicare  Economic  Index 
(MEI)  Adjustments,  and  Limits  on  Overvalued  Surgical  Procedures  --  which  are  of 
importance  during  our  study  period  are  described  below. 

The  Participating  Physician  and  Supplier  Program 

The  Participating  Physician  and  Supplier  (PAR)  Program  was  created  by  the 
Deficit  Reduction  Act  (DEFRA)  of  1984  (P.L  98-369).  The  program  permits  physicians 
and  suppliers  who  sign  a  form  voluntarily  agreeing  to  accept  assignment  on  all 
Medicare  claims  to  be  listed  in  a  directory  of  participating  providers  and  to  receive 
advantages  in  billing  and  fee  screen  updates.  From  July  1984  through  April  1986  non- 
PAR  physicians  were  not  allowed  to  increase  their  actual  charges.  This  resulted  in 
their  actual  fee  increases  not  being  recognized  in  future  fee  screen  updates.  In  May 
1986  PAR  physicians  received  a  fee  screen  update  to  October  1985;  non-PAR 
physicians  screens  remained  frozen  through  December  1986. 
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Beginning  in  January  1987  differential  cliarge  updates  and  maximum  allowable 

actual  charge  (MAAC)  limits  were  established     In  addition,  non-PAR  physicians 

performing  elective  surgery  costing  more  than  $500  were  required  to  provide  in  writing 

to  the  beneficiary  the  estimated  actual  charge,  the  Medicare  approved  charge  and  the 

balance  due  to  the  physician.  In  1988  and  1989  prevailing  and  customary  charge 

levels  were  differentially  updated  with  PAR  physicians  and  primary  care  services 

receiving  advantages.  MAAC  limits  on  non-PAR  physicians  were  lowered  to  a  smaller 
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percentage  of  the  level  for  PAR  physicians. 
The  Laboratory  Fee  Schedule 

In  July  1984  carrier  laboratory  fee  schedules  were  established,  set  at  60%  and 
62%  of  prevailing  charges  for  lab  tests,  and  assignment  (at  100%  reimbursement)  was 
mandated  for  non-physician  billers.  In  July  of  1986  a  national  limitation  of  laboratory 
amounts  was  enacted  so  that  carriers  paid  laboratory  services  on  the  basis  of  the 
lesser  of  the  submitted  charge,  the  carrier's  fee  schedule  amount,  or  the  national 
limitation  amount.    Automated  and  "lowest  charge  level"  (LCL)  tests  identified  in 
1979  for  special  pricing  limitations  at  the  carrier  25th  percentile  levels  were  further 
reduced  in  April  1988  by  8.3%. 

Fee  Freezes  and  ME!  Adjustments 

Figure  1  shows  the  freezes  and  adjustments  in  customary  and  prevailing  and 
actual  fees  during  the  study.  As  can  be  seen  in  Figure  1 ,  there  was  a  freeze  on 
customary  and  prevailing  fees  for  PAR  doctors  until  May  1,  1986.  The  freeze  for  non- 
PAR  doctors  which  was  on  both  the  customary  and  prevailing  fees  and  their  actual 
charges  extended  until  December  31,  1986.  In  1987  the  prevailing  charges  became 
those  in  effect  December  31,  1986  for  PAR  doctors  and  were  restricted  to  96%  of  the 
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PAR  amount  for  non-PAR  doctors.  The  MEI  increase  allowed  was  3.2%.  Maximum 
Allowable  Actual  Charge  (MAAC)  limits  were  established  for  non-PAR  doctors. 

Fees  paid  to  physicians  from  December  22,  1987  and  March  31,  1988,  were 
reduced  by  2.334%  due  to  the  deficit  control  activities  of  1987.  Beginning  April  1, 
1988,  MEI  increases  allowed  were:  3.6%  for  primary  care  services  of  PAR  physicians; 
1.0%  for  other  services  of  PAR  physicians;  3.1%  for  primary  care  services  non-PAR 
physicians,  and  0.5%  for  other  services  of  non-PAR  physicians.  Non-PAR  physicians 
were  limited  to  95.5%  of  PAR  physicians  and  the  MAAC  limit  became  a  per  service 
rather  than  average  limit. 

Limits  on  Overvalued  Surgical  Procedures 

Beginning  January  1987,  prevailing  charges  for  cataract  surgery  were  reduced 
by  10%  for  1987  and  an  additional  2%  in  1988.  Effective  April  1988,  the  prevailing 
charge  for  ophthalmic  ultrasound  procedures  were  restricted  to  5%  of  the  prevailing 
charge  for  cataract  surgery  with  an  intraocular  lens  implant.  In  addition  the  prevailing 
charges  for  twelve  procedures^  identified  as  overvalued  were  reduced  2%  below  their 
FY  1987  level.  They  were  further  reduced  to  the  extent  that  they  were  above  85%  of 

Q 

the  weighted  national  average. 

Data  Sources  and  Methodology 

Below  the  source  files  and  populations  that  were  used  to  generate  the  data 
analyzed  in  this  paper  are  described.  First  we  describe  the  main  data  source,  the 
BMAD  files.  Following  that  we  examine  the  beneficiary  population. 
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BMAD  Files 


The  Part  B  Medicare  Annual  Data  (BMAD)  files  are  part  of  the  Medicare  data 
collection  system  maintained  by  HCFA.  Medicare  carriers  produce  the  BMAD  files 
based  on  data  received  on  claims  and  contained  in  their  prevailing  charge  files, 
beneficiary  history  files,  and  physician/supplier  history  files.  The  BMAD  consists  of 
four  files:  procedure,  prevailing,  provider,  and  beneficiary. 

The  main  data  used  in  this  paper  are  from  the  procedure  files.  In  addition  we 
utilized  data  files  supplied  by  HCFA  containing:  information  on  Medicare  eligibility  from 
the  Health  Insurance  (HI)  master  file;  data  on  users  from  the  HCFA  Beneficiary  file; 
and  procedure  codes  and  corresponding  relative  value  units.  Procedures  which  were 
not  services  were  not  considered  in  the  analysis. 

Understanding  procedure  coding  in  the  files  was  of  special  importance.  Three 

levels  of  procedure  coding  are  included  in  the  files.  Level  I  are  uniform  CPT  codes 

established  and  maintained  by  the  American  Medical  Association.  Level  II  codes  are 

uniform  codes  specified  by  HCFA.  Level  III  codes  are  carrier-specified  codes. 

Because  Relative  Value  Unit  (RVU)  conversions  were  only  available  for  Level  I  codes, 

Level  II  and  Level  III  codes  for  physician  services  were  converted  to  their 

q 

corresponding  Level  I  codes.    Also  important  to  note  is  that  procedure  code 
modifiers  were  not  considered  in  this  study.  Hundreds  of  modifiers  exist  in  the  data 
base,  many  of  which  are  not  explained.  Some  modifiers  raise  the  allowed  charges, 
some  lower  them  and  some  merely  specify  a  particular  circumstance  (i.e.  left  or  right 
side)  without  changing  the  allowed  charge.  While  it  would  have  been  desirable  to 
make  such  adjustments,  information  was  not  available  to  do  so. 
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Beneficiary  Population 


The  beneficiary  population  was  expressed  in  terms  of  person-years  of  eligibility 
or  person-years  of  use  adjusted  for  HMO  enrollment  and  for  each  of  the  carriers  for 
carrier  crossover  activity.  Carrier  crossover  activity  occurs  when  beneficiaries  in  a 
particular  geographical  carrier  area  receive  services  in  another  carrier  area.  Table  1 
shows,  for  the  national  population  and  by  carrier,  the  number  of  person-years  of 
eligibility,  the  percentage  of  person-years  of  eligibility  with  use,  and  the  percentage 
adjustment  for  HMO  enrollment  and  crossover  activity  in  1986,  1987,  and  1988. 

The  national  average  percent  of  eligibles  with  use  increased  from  78%  to  80% 
during  the  study  period.  While  most  carrier  figures  fall  within  a  limited  range  of 
variation,  several  carriers  have  percentages  of  use  over  90%  (the  District  of  Columbia, 
Delaware,  and  North  Carolina). 

Beneficiaries  who  are  enrolled  in  HMOs  generally  receive  most  of  their  services 
through  the  HMO.  No  claims  will  appear  on  the  BMAD  file  for  services  received  from 
the  HMO.  Although  it  is  true  that  beneficiaries  enrolled  in  Group  Practice  Prepayment 
Plan  (GPPP)  HMOs  can  go  outside  the  HMO  for  service  and  many  do  go  outside  their 
HMOs^*^,  we  decided  to  remove  them  from  the  eligibility  numbers.  Other  options 
would  have  been  to  leave  them  in  or  to  take  out  a  proportion  of  them.  Because  we 
elected  to  remove  all  of  them,  the  eligibility  numbers  are  slightly  understated. 

Border  crossers  are  those  beneficiaries  who  have  services  processed  through 
carriers  outside  the  carrier  area  in  which  they  reside.  Border  crossing  beneficiaries 
may  be  literally  crossing  their  state  borders  (e.g.  snowbirds  wintering  in  the  sunbelt)  or 
simply  crossing  their  carrier  borders  (where  a  given  state  is  serviced  by  multiple 
carriers,  such  as  New  York  and  California),  or  seeking  medical  care  at  specialty 
facilities  in  other  states,  such  as  those  going  to  Minnesota's  Mayo  Clinic.  The  eligibility 
numbers  per  carrier  were  adjusted  to  reflect  this  activity. 
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Adjustments  for  HMOs  and  border  crossing  activity  varied  widely  by  carrier. 
Table  1  column  3  shows  the  percentage  adjustment  by  carrier.  The  range  of 
adjustments  vary  dramatically.  In  1988,  these  adjustments  impacted  the  number  of 
person-years  of  eligibility  from  reducing  person-years  by  49%  to  increasing  them  by 
28%. 

Changes  in  Selected  Utilization  Measures.  1986-1988 

The  top  part  of  Table  2  shows  summary  information  across  all  types  of  services, 
places,  and  specialties  on  the  overall  growth  from  1986  to  1988  in  various  utilization 
measures.  The  data  presented  are  restricted  to  services  (as  opposed  to  items,  such 
as  mileage)  in  the  data  files. 

In  general,  substantial  growth  is  shown  on  all  the  utilization  measures  examined. 
The  overall  number  of  services  has  increased  19%,  RVUs  17%,  allowed  charges  27%, 
billed  charges  28%.  Because  the  numbers  of  eligibles  and  users  are  increasing,  when 
the  data  are  examined  per  eligible  and  per  user,  the  percentage  increases  shown 
above  are  smaller.  As  was  seen  in  Table  1,  Medicare  person-years  of  eligibility  have 
increased  3.4%  from  1986  to  1988  to  approximately  31.5  million  person-years. 
Excluding  HMO  person-years  of  eligibility  during  which  data  are  generally  not 
processed  through  the  carriers,  Medicare  person-years  of  eligibility  increased  3%  from 
1986  to  1988.  The  percentage  of  eligibles  with  use  increased  from  78%  in  1986  to 
80%  in  1988.  Thus  the  per  user  rates  of  increases  in  the  utilization  measures 
increased  more  slowly  than  the  eligibility  rates  of  increase.  The  rate  of  increase  in 
rates  per  eligible  for  services  is  16%  compared  to  11%  for  users.  For  allowed  charges 
the  increase  in  the  rate  per  user  was  23%  as  compared  to  19%.  For  billed  charges  it 
was  26%  as  compared  to  21%. 
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RVUs  are  of  importance  in  this  analysis  because  tliey  provide  us  witli  an  intensity 
measure  for  services  billed.  As  discussed  earlier,  RVUs  used  in  this  analysis  were 
from  a  HCFA-supplied  tape.  Because  procedure  code  numbers  existed  in  the  BMAD 
file  that  were  not  in  the  HCPCS  file  we  imputed  these  missing  RVUs.^''  Note  also  that 
modifiers  are  ignored  in  assigning  RVU  values  to  procedure  codes.  This  means  that 
to  the  extent  that  modifiers  affect  the  intensity  of  services  performed  and  the  incidence 
of  modifiers  of  this  type  has  changed,  the  change  in  measures  involving  RVUs  (RVUs 
per  service,  allowed  charge  per  RVU,  billed  charge  per  RVU)  would  be  misstated. 

When  measures  of  service  intensity  are  considered,  RVUs  per  service  decreased 
1%.  This  represents  an  increase  in  the  use  of  lower  valued  procedures.  For 
measures  of  price,  allowed  charges  per  RVU  and  billed  charges  per  RVU  increased 
8%  and  9%  respectively.  These  price  variables  measure  the  increase  in  charges 
adjusted  for  intensity  of  service.  However,  it  should  be  noted  that  the  allowed  and 
billed  charge  per  RVU  increase  was  almost  entirely  during  the  period  1986-1987.  Only 
a  small  amount  of  the  increase  from  1986-1988  for  allowed  and  billed  charges  per 
RVU  was  in  the  period  1987-1988. 

By  Carrier 

The  bottom  part  of  the  table  presents  summary  information  by  carrier  for  the  10 
carriers  having  the  most  eligibles  and  allowed  charges.  Together  these  10  carriers 
account  for  47%  of  the  person-years  of  eligibility  and  55%  of  the  allowed  charges. 
They  are  arranged  by  area  of  the  country:  the  West  (two  California  carriers),  followed 
by  the  Southwest  (Texas),  the  South  (Florida),  the  three  Midwest  carriers  (Illinois, 
Michigan  and  Ohio),  and  three  Eastern  carriers  (New  Jersey,  New  York  Empire,  and 
Pennsylvania). 
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The  columns  of  the  bottom  half  of  the  table  define  important  utilization  values 
and  increases  in  utilization  values  to  be  compared  across  the  10  carriers  and  against 
the  total  for  all  carriers  in  the  top  of  the  table.  These  8  columns  in  order  from  left  to 
right  are:  number  of  services  per  eligible  in  1986,  percent  change  in  number  of 
services  per  eligible  from  1986-1988,  percent  change  in  number  of  services  per  user 
from  1986-1988,  number  of  RVUs  per  service  in  1986,  percent  change  in  RVUs  per 
service  1986-1988,  percent  change  in  allowed  charges  per  RVU,  percent  change  in 
allowed  charges,  percent  change  in  billed  charges. 

As  can  been  seen  in  the  table,  there  is  considerable  variation  by  carrier.  While  in 
general  the  increase  in  number  of  services  per  eligible  was  16%,  the  carriers 
presented  here  have  ranged  from  a  decrease  of  6%  (Pennsylvania)  to  an  increase  of 
50%  (Florida).  Two  of  the  three  carriers  which  were  the  lowest  utilizers  in  1986  had 
the  largest  increase.  The  number  of  RVUs  per  service  in  general  tended  to  decrease 
slightly  but  only  three  of  the  carriers  presented  show  negative  changes  in  RVUs  per 
service.  These  were  Illinois  (-18%),  Florida  (-16%)  and  Texas  (-2%).  In  general,  they 
were  states  which  had  a  relatively  large  number  of  RVUs  per  service  in  the  base  year. 
Allowed  charges  per  RVU  increased  for  all  the  carriers  listed  except  Michigan.  The 
rate  of  increase  was  highest  for  Illinois  followed  by  Ohio  and  Florida.  Some  of  these 
increases  may  be  caused  in  part  by  the  ignoring  of  procedure  modifiers  in  assigning 
RVU  values  discussed  above.  More  moderate  increases  were  found  for  New  Jersey 
and  the  two  California  carriers.  Allowed  and  billed  charges  went  up  very  dramatically 
for  Florida,  Texas  and  Ohio.  The  increase  in  allowed  and  billed  charges  in  Florida  and 
Texas  is  being  driven  by  a  large  increase  in  the  number  of  services  per  eligible.  The 
increase  in  Ohio  is  due  more  to  an  increase  in  price  and  in  the  intensity  of  service 
used. 
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By  Procedure  Group  and  Carrier 


The  top  of  Tables  3  through  6  gives  the  national  averages  for  all  utilization 
variables  for  medical  procedures,  surgical  procedures,  radiology  procedures  and 
laboratory  procedures.  The  bottom  part  of  the  tables  shows  the  distribution  along 
eight  of  these  utilization  variables  and  increase  in  utilization  for  the  ten  carriers  having 
the  largest  number  of  person-years  of  eligibility,  and  the  largest  amount  of  allowed 
charges  processed.  These  eight  variables  are  the  same  as  in  Table  2. 

Medical  Procedures 

Allowed  charges  for  medical  procedures,  about  9  billion  dollars  in  1986,  make  up 
44%  of  total  allowed  charges  (Table  3).  The  percentage  of  total  charges  for  medical 
procedures  has  remained  relatively  stable  from  1986-88.  In  1988,  medical  services 
allowed  charges  were  more  than  11.7  billion  dollars. 

Medical  services  per  eligible  have  increased  less  than  total  services  per  eligible 
(9%  as  compared  to  16%).  However,  medical  RVUs  per  service  have  increased 
slightly  (+3%)  where  all  services  showed  a  decline  (-1%).  Allowed  charges  per 
medical  RVU  also  increased  faster  than  allowed  charges  per  all  RVUs  (10%  as 
compared  to  8%).  However,  as  with  the  national  data,  most  of  the  increase  in  allowed 
dollars  per  medical  RVU  is  in  the  1986-1987  period. 

For  medical  services,  the  increase  in  number  of  services  per  eligible  was  greatest 
for  Florida  (+45%)  and  to  a  lesser  extent  Michigan  (+23%)  and  Texas  (+15%).  As 
was  the  case  for  total  services,  these  were  carriers  where  the  number  of  services  per 
eligible  was  relatively  low  in  1986.  The  number  of  RVUs  per  medical  service 
decreased  for  the  four  carriers  with  the  highest  number  of  medical  RVUs  per  service  in 
1986.  Florida  decreased  9%,  Illinois  3%,  Pennsylvania  2%  and  Michigan  1%.  Two  of 
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these  four  carriers  (Florida  and  Illinois)  also  had  decreases  in  the  number  of  RVUs  per 
service.  Although  for  the  nation,  allowed  charges  per  medical  RVU  increased  10%, 
allowed  charges  per  medical  RVU  decreased  for  Florida  (-8.6%).  Florida  leads  the  ten 
biggest  carriers  in  its  increase  in  allowed  charges  per  medical  RVU  (+28%).  This  was 
more  than  the  national  increase  shown  for  all  services  (28%  as  compared  to  8%). 
Allowed  and  billed  charges  increases  for  Florida  are  very  dramatic  increases  (87%  and 
83%).  Texas  and  Ohio  also  have  very  large  increases  in  medical  procedures  allowed 
and  billed  dollars:  41%  (allowed)  and  35%  (billed)  for  Texas  and  40%  (allowed)  and 
28%  (billed)  for  Ohio. 

Surgical  Procedures 

Surgical  procedures  allowed  charges  make  up  about  37%  of  total  charges,  $7.8 
billion  in  1986  (Table  4).  The  percentage  of  the  total  comprised  of  surgical  procedures 
has  decreased  slightly  from  37.1%  in  1986  to  35.8%  in  1988.  In  1988  total  allowed 
charges  for  surgical  procedures  were  $9.5  billion. 

The  number  of  surgery  services  increased  dramatically  (46%  over  the  time 
period).  However,  this  increase  was  linked  to  a  strong  decrease  in  the  intensity  of 
surgical  service  use  with  surgical  RVUs  per  service  decreasing  21%.  Allowed  charges 
per  surgical  RVU  increased  6%.  The  increase  would  have  been  slightly  higher  if  only 
the  1986-1987  period  was  considered.  Further  investigations  of  the  increase  in 
number  of  surgical  services  indicates  that  this  finding  is  due  to  a  sharp  increase  in  the 
use  of  relatively  minor  procedures  such  as  blood  drawing,  injections  and  minor 
surgical  procedures.  Most  of  this  increase  also  appears  to  be  based  on  procedures 
by  provider  numbers  which  are  not  identified  as  surgical  specialties. 

The  strong  percentage  increases  in  number  of  services  per  eligible  and  the 
strong  decreases  in  the  number  of  RVUs  per  service  are  within  the  general  practice, 
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medical  specialties  and  otiner  specialty  groups  as  reflected  in  Table  7.  Note  that 
dermatologists  who  use  many  surgical  codes  for  dermatological  surgery  are  classified 
as  medical  specialists  and  that  radiologists  who  provide  a  number  of  diagnostic 
procedures  involving  injections  are  in  the  "other  specialties"  group.  It  also  should  be 
noted  that  the  most  common  surgical  procedure  number,  routine  venipuncture  for  the 
collection  of  specimen(s),  increased  in  use  by  126%  over  this  period,  resulting  in  77.7 
million  dollars  in  allowed  charges  in  1988.  This  may  be  a  procedure  where  the 
collection  cost  was  previously  included  as  part  of  another  procedure  charge  (for 
example,  the  office  visit  or  a  laboratory  charge)  but  by  1988,  the  practice  developed  of 
charging  separately  for  this  service. 

The  bottom  of  Table  4  shows  tremendous  variation  in  the  use  variables  by 
carrier.  Florida  increased  105%  in  its  number  of  surgical  services  per  eligible  and 
Michigan  decreased  its  number  by  11%.  Southern  California  (Occidental)  increased  in 
the  number  of  surgical  services  per  eligible  by  89%,  Texas  55%  and  Illinois  55%. 
RVUs  per  service  decreased  for  everyone  except  Michigan  and  New  Jersey  where 
they  increased  28%  and  6%  respectively.  The  decrease  was  most  pronounced  for 
Illinois,  Florida  and  Southern  California.  Illinois'  allowed  charges  per  RVU  look  very 
different  within  the  context  of  the  other  carriers.  While  changes  for  the  other  carriers 
were  in  the  -2%  to  +7%  ranges,  Illinois  increased  by  57%.  Allowed  charges  went  up 
substantially  for  Ohio,  Texas  and  Florida. 

This  demonstrates  a  differential  pattern  of  surgical  procedures  increases  by 
carrier.  Florida  shows  large  increases  in  surgical  service  use  (105%)  and  a  dramatic 
decrease  in  RVUs  per  service  (-45%).  Southern  California,  Illinois,  Texas,  New  York 
(Empire)  and  Ohio  also  demonstrate  a  similar  but  less  pronounced  pattern.  Northern 
California  and  Pennsylvania  show  the  pattern  but  not  so  dramatically.  New  Jersey 
shows  a  13%  increase  in  the  number  of  services  per  eligible  and  6%  increase  in 
allowed  charges  per  RVU.  Michigan  shows  an  11%  decrease  in  services  per  eligible 
and  a  28%  increase  in  number  of  RVUs  per  service,  completely  against  the  trend.  It 
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may  indicate  that  providers  in  some  of  the  states  appear  to  be  billing  these  smaller 
surgical  procedures  on  a  more  regular  basis  than  in  other  carrier  areas. 

Radiological  Procedures 

Allowed  charges  for  radiological  procedures  were  2.6  billion  in  1986  rising  to  3.5 
billion  in  1988  (Table  5).  They  represented  approximately  12%  of  all  charges:  12.4% 
in  1986,  12.5%  in  1989  and  13.0%  in  1988.  The  number  of  radiological  services  per 
eligible  increased  9%,  less  than  the  percent  increase  in  number  of  services  per  eligible 
found  for  all  services.  The  intensity  of  radiology  services  billed  increased  7%  and  the 
allowed  charges  per  RVU  increased  11%.  Again,  this  increase  in  allowed  charge  per 
RVU  is  primarily  in  the  1986-1987  period.  The  increases  reported  are  a  little  larger 
than  those  reported  for  medical  services,  resulting  in  a  33%  increase  in  allowed 
charges  for  radiology  as  compared  to  27%  for  medical  services. 

The  changes  in  the  number  of  services  per  eligible  by  carrier  ranged  from  a  4% 
decrease  for  Pennsylvania  to  a  18%  increase  for  Texas.  With  respect  to  intensity  of 
services,  most  of  the  carriers  saw  increases  ranging  from  5%  to  15%,  however,  one 
carrier,  Illinois,  showed  a  17%  decrease.  Illinois  also  showed  a  dramatic  increase  in 
allowed  charges  per  RVU  that  might  point  to  a  problem  in  that  carrier's  coding  which 
has  resulted  in  higher  RVUs  per  service  in  1986.  in  1986,  Illinois'  number  of  RVUs  per 
service  was  the  highest  of  all  the  ten  biggest  carriers,  8.8  as  compared  to  a  carrier 
average  of  6.8  in  that  year.  Other  than  Illinois  where  the  data  look  suspicious,  Ohio 
had  the  largest  increase  in  allowed  charges  per  RVU  averaging  21%  followed  by 
Pennsylvania  at  17%.  Five  carriers'  increases  ranged  from  7%  to  10%  in  allowed 
charges  per  RVU.  Two  carriers  (Michigan  and  California  Blue  Shield)  had  increases  of 
1%to2%. 
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Laboratory  Procedures 


Laboratory  procedures  accounted  for  1.4  billion  dollars  in  allowed  charges  in 
1986  (Table  6).  They  made  up  7%  of  total  allowed  charges  in  1986,  1987  and  1988 
with  their  allowed  charges  rising  to  1.6  billion  in  1987  and  1.9  billion  in  1988. 
Laboratory  growth  in  number  of  services  (28%  versus  19%)  and  intensity  of  service 
(5%  versus  -1%)  were  faster  than  for  all  services,  but  allowed  charges  per  RVU 
decreased  at  a  slower  rate  (2%  versus  8%).  Note  that  this  allowed  charge  per  RVU 
increased  10%  from  1986  to  1987  but  decreased  8%  from  1987  to  1988.  This  may  be 
the  result  of  the  phasing  in  of  the  laboratory  fee  schedule  described  earlier  in  this 
report.  National  limitations  on  lab  reimbursement  were  imposed  and  tightened 
throughout  the  study  period.  This  is  of  special  interest  because  it  represents  a 
reversal  of  the  increase  in  each  study  year  found  for  all  the  other  procedure  groups. 

The  ten  largest  carriers  exhibited  patterns  which  are  in  general  consistent  with 
the  imposition  of  the  fee  limitations.  One  exception,  however,  is  Ohio  which  shows  a 
decrease  rather  than  an  increase  in  the  number  of  services  per  eligible  and  a 
decrease  rather  than  an  increase  in  number  of  RVUs  per  service.  This  results  in  a 
very  large  increase  in  the  allowed  charges  per  RVU  (+115%).  Most  carriers  show 
increases  in  the  number  of  services  per  eligible  (in  the  case  of  Florida  and  Texas  there 
are  very  substantial  increases  of  57%  and  51%  respectively).  In  addition,  most  carriers 
show  small  or  moderate  increases  in  the  number  of  RVUs  per  service.  Except  for 
Ohio,  the  percentage  change  in  allowed  charges  per  RVU  ranges  between  -7%  and 
+  12%. 

This  pattern  of  a  constraint  in  price  (allowed  charges  per  RVU)  appearing  to  be 

associated  with  the  provision  of  more  and  more  intense  services  is  troubling  but  not 

1 2 

inconsistent  with  the  literature.     A  slowing  of  the  increase  in  allowed  charges  per 
RVU  --  one  of  the  goals  of  the  laboratory  schedule  --  appears  to  be  associated  with 
increases  in  the  use  and  intensity  of  the  tests  ordered.  Because  the  coinsurance 
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provisions  of  Medicare  have  been  waived,  this  is  especially  problematic  and  suggests 
a  fee  schedule  approach  to  physician  fee  payment  reform  may  have  unintended 
budget  consequences.  The  phasing  in  of  the  schedule,  which  has  resulted  in  overall 
lower  allowed  charges  per  RVU,  may  not  be  promoting  the  most  efficient  and  effective 
delivery  of  laboratory  services  to  Medicare  beneficiaries. 

By  Place  of  Service  and  Procedure  Group 

Table  8  presents  five  selected  variables  for  all  procedures,  medical  procedures, 
surgical  procedures,  radiological  procedures,  and  laboratory  procedures  by  place  of 
service.  The  first  two  of  these  utilization  variables  are  measures  of  use,  the  use  in  the 
base  year  1986  and  the  percentage  change  from  1986  to  1988.  The  next  two 
variables  are  measures  of  service  intensity,  the  numbers  of  RVUs  per  service  in  1986, 
and  the  percentage  change  in  RVUs  per  service  from  1986  to  1988.  The  last  variable 
could  be  considered  a  price  variable,  the  percent  change  in  allowed  charges  per  RVU 
from  1986  to  1988. 

The  majority  of  services  in  1986  were  provided  in  office  settings,  i.e.,  9.3  (or 
49%)  of  the  19.0  services  per  eligible  in  1986  had  a  place  of  service  of  office.  Twenty- 
eight  percent  of  the  services  were  inpatient  hospital  services,  8%  were  outpatient 
hospital  and  16%  were  services  delivered  in  other  places  of  service,  such  as  SNF, 
ASC,  or  laboratory. 

Overall,  inpatient  hospital  service  use  increased  more  slowly  than  services  in 
other  places  of  service  (5%  for  inpatient  hospital  services  as  compared  to  16%  for  all 
services).  Intensity  of  service  use  decreased  in  other  places  (-3%)  and  increased  in 
the  outpatient  hospital  setting  (+12%)  but  remained  reasonably  stable  in  the  office  and 
inpatient  hospital  place  of  service  (1.2%  and  .1%  respectively).  Changes  in  price  were 
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greatest  for  office  and  hospital  services  (about  9%).  The  rates  of  increase  for 
outpatient  hospital  and  other  places  were  3%  and  4%  respectively. 

For  medical  procedures,  53%  of  all  services  in  1986  were  office  services,  36% 
were  inpatient  hospital,  6%  were  outpatient  hospital  and  6%  were  services  with  other 
places  of  service. 

The  rate  of  increase  in  use  was  greatest  for  office  visits  (13%),  however,  their 
intensity  increase  was  smallest  (2%)  and  their  prices  went  up  10%.  Intensity  increased 
most  rapidly  for  outpatient  hospital  medical  services  even  though  the  base  RVUs  per 
service  in  1986  were  the  highest  for  outpatient  hospital  of  the  four  places  of  service. 
As  with  all  services,  the  percentage  change  in  intensity  was  the  largest  and  rate  of 
increase  in  price  was  smallest  for  services  where  place  of  service  equalled  outpatient 
hospital. 

Surgical  procedures  are  performed  most  often  in  the  office  (59%)  followed  by  the 
inpatient  hospital  (18%),  other  places  (14%)  and  outpatient  hospital  (9%).  Use  of 
office  services  and  services  in  other  places  of  service  show  large  increases  (49%  and 
70%  respectively).  However,  these  places  also  show  decreases  (-23%  and  -20%)  in 
service  intensity.  Outpatient  hospital  surgical  service  use  increased  substantially,  up 
31%  from  1986.  Inpatient  surgical  services  per  eligible  increased  only  .9%.  Price 
increased  fastest  in  the  office  (+12%)  and  not  at  all  in  the  outpatient  hospital  setting. 
In  other  places,  surgical  services  allowed  charges  per  RVU  increased  7%,  inpatient 
surgical  services  allowed  charges  per  RVU  increased  6%. 

Forty-three  percent  of  radiological  procedures  were  performed  in  inpatient 
hospitals,  28%  in  outpatient  hospitals,  27%  in  the  office  and  3%  in  other  places  of 
service.  Inpatient  hospital  services  had  the  smallest  change  in  use  per  eligible  (0.4%) 
and  the  smallest  increase  in  intensity  of  services  billed  (1%),  but  the  largest  increase  in 
allowed  charge  per  RVU  (11%).  Outpatient  services  increased  17%  in  use,  9%  in 
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intensity  and  7%  in  price.  Office  visits  increased  14%  in  use,  17%  in  intensity  and  3% 
in  price. 

Almost  all  laboratory  services  are  either  performed  in  the  office  (47%),  or  other 
places  of  service  (47%).  Only  4%  are  for  services  where  the  place  of  service  is 
inpatient  hospital  and  only  2%  for  services  where  the  place  of  service  is  outpatient 
hospital.  Office  laboratory  services  have  increased  less  rapidly  than  those  in  other 
places  of  services  (12%  versus  38%)  but  their  RVUs  per  service  have  increased  more 
quickly  (11%  as  compared  to  0.8%).  The  percent  change  in  allowed  charges  per  RVU 
for  both  places  has  been  close  to  zero  at  +0.6%  for  office  laboratory  service  and  - 
0.6%  for  other  place  of  service  laboratory  services. 

By  Specialty  and  Procedure  Group 

Table  7  shows  use,  intensity  and  price  measures  by  provider  specialty  from  1986 
to  1988.  Services  delivered  by  "other"  specialists  make  up  the  largest  number  of 
services  per  eligible  (6.6)  followed  by  those  delivered  by  medical  specialists  (6.5), 
general  practitioners  (3.1)  and  surgical  specialists  (2.8).  The  increases  in  use  are 
greatest  for  the  other  specialists  (+23%),  but  the  other  specialists  show  a  decrease  in 
intensity  of  service  use  (-3%).  General  practitioners  show  the  smallest  increase  in  use 
(  +  7%)  and  a  decrease  in  intensity  (-3%).  Both  medical  and  surgical  specialists  show 
about  the  mean  increase  in  use  (13%  and  14%  respectively)  and  their  intensity  of 
services  is  relatively  stable  (+.1%,  +.9%  respectively).  Changes  in  price  are  greatest 
for  general  practitioners  (12%)  and  medical  specialists  (10%)  followed  by  other 
specialists  (+9%)  and  surgical  specialists  (+5%). 

For  medical  procedures,  most  of  the  procedures  are  performed  by  medical 
specialists  (45%)  and  general  practitioners  (21%),  although  17%  were  provided  by 
other  specialists  and  16%  by  surgical  specialists.  Other  specialists  had  the  largest 
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increase  in  medical  procedure  use  (+15%)  and  medical  procedure  intensity  (  +  5%)  but 
the  smallest  increase  in  price  (+9%).  Surgical  specialists  had  the  next  largest  increase 
in  use  (+12%).  Intensity  increases  were  around  2%  for  general  practitioners,  medical 
specialists  and  surgical  specialists. 

For  surgical  procedures,  most  were  performed  by  surgical  specialists  (41%), 
although  a  large  percentage  was  also  performed  by  medical  specialists  (31%),  other 
specialists  (17%)  and  general  practitioners  (11%).  Surgical  specialists  showed  the 
smallest  increase  in  use,  and  smallest  decrease  in  intensity  with  a  4%  increase  in 
prices.  Other  specialists  had  the  largest  increase  in  use  (66%)  but  a  substantial 
decrease  in  intensity  (-36%)  and  a  1%  decrease  in  price.  General  practitioners  and 
medical  specialists  both  had  large  increases  in  use  (63%  and  54%  respectively)  and 
strong  decreases  in  service  intensity  (-42%  and  -26%).  Both  of  them  also  had  similar 
increases  in  allowed  charges  per  RVU  of  13%  (general  practitioners)  and  14%  (medical 
specialists). 

Radiological  procedures  (see  Table  8)  are  performed  almost  entirely  by  other 
specialists:  only  about  17%  of  the  services  are  performed  by  general  practitioners, 
medical  specialists  or  surgical  specialists.  Radiological  services  performed  by  other 
specialties  increased  9%  in  use,  6%  in  intensity  and  14%  in  allowed  charges  per  RVU. 

Laboratory  services  are  performed  most  often  by  other  specialists  (58%), 
followed  by  medical  specialists  and  general  practitioners  (23%  and  14%  respectively) 
and  finally  by  surgical  specialists  (5%).  Other  specialists  have  a  dramatic  increase  in 
service  use  (35%),  a  small  decrease  in  intensity  (-0.1%)  and  a  small  increase  in 
allowed  charges  per  RVU  (2%).  Medical  specialists  and  general  practitioners  have  a 
more  moderate  increase  in  use  (12%  and  8%  respectively),  an  increase  in  intensity 
(11%  and  13%  respectively)  and  a  small  price  increase  (1%).  Surgical  specialists  have 
a  moderate  increase  in  use  (13%)  and  intensity  (9%)  and  a  decrease  in  price  (-6%). 
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Discussion 


The  Omnibus  Budget  Reconciliation  Act  of  1989  will  radically  change  the  way 

physicians  will  be  paid  under  the  Medicare  program.  Its  implementation  is  based  on 

the  Resource-Based  Relative  Value  Scale  (RBRVS)  developed  by  researchers  at 

Harvard.      It  is  composed  of  three  components:  the  Medicare  Fee  Schedule 

(MFS),  Volume  Performance  Standards  (VPS)  and  beneficiary  protection.  The  MPS  is 

calculated  for  each  procedure  as  the  sum  of  geographically  adjusted  relative  values  for 

the  actual  work,  overhead  and  malpractice  multiplied  by  a  conversion  factor.  The 

conversion  factor  initially  is  to  be  set  to  guarantee  budget  neutrality.  Volume 

Performance  Standards  may  control  the  growth  in  volume  and  intensity  of  services.  If 

the  growth  in  services  exceeds  a  fixed  percentage,  the  conversion  factor  may  be 

reduced  in  the  subsequent  year.  To  minimize  beneficiary  liability  while  and  after  the 

MFS  is  being  phased  in,  physicians  not  accepting  assignment  will  only  be  allowed  to 

1 4 

charge  Medicare  beneficiaries  9.25%  above  the  MFS  fee  amount  for  providers. 
This  legislation  when  fully  implemented  in  1996  will  dramatically  affect  physician 
payment.  The  specifics  of  its  implementation  which  will  be  conducted  over  the  next 
five  years  are  of  substantial  importance. 

We  believe  that  our  study  has  implications  for  this  implementation.  First,  our 
data  demonstrate  that  there  are  substantial  differences  in  the  amount  and  growth  of 
various  measures  of  utilization  and  cost.  Substantial  variation  exists  by  procedure 
group,  by  place  of  service  and  by  specialty,  and  perhaps  most  importantly,  by  carrier 
area.  Geographic  differences  in  the  number  and  growth  of  services  were  profound 
over  the  1986-1988  period  and  it  is  likely  these  trends  continue  today.  Understanding 
the  current  differences  by  carrier  areas  is  of  substantial  importance.  Adjusting  fairly  for 
geographical  differences'*^  which  may  rise  from  very  different  bases  is  also  an  area 
of  great  concern. 
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Second,  there  will  be  substantial  need  for  new  and  better  data  in  the 
implementation  of  the  new  physician  payment  system.  An  area  which  needs  to  be 
addressed  is  the  standardization  of  coding  techniques,  including  local  procedure 
codes,  use  of  modifiers,  payment  for  hospital-based  physicians,  assignment  of 
specialty  codes,  and  contents  of  global  fees.  Also  of  importance  is  the  timing  of  the 
delivery  of  the  data.  While  we  understand  that  the  current  1  1/2  year  lag  in  data 
availability  should  be  substantially  shortened  under  the  Common  Working  File,  to  the 
extent  that  this  improvement  does  not  occur  or  is  delayed,  data  will  not  be  available 
for  use  to  effectively  monitor  the  implementation. 

Third,  it  is  of  great  importance  how  providers,  beneficiaries,  Medigap,  and  other 
insurers  react  to  the  new  reimbursement  methodology.  The  possibility  of  increased 
Medigap-induced  demand  if  Medigap  policies  tend  to  increase  coverage  of  deductibles 
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and  copayments    may  greatly  affect  the  complexities  of  controlling  physician  costs. 
In  addition  as  Medicare  restricts  balance  billing,  Medicare  beneficiaries  may  find 
themselves  with  more  disposable  income  which  might  fuel  the  demand  for  additional 
services. 

Fourth,  how  the  diffusion  of  technology  advances  will  be  controlled  in  the  new 
system  is  of  substantial  importance.  Two  rapidly  increasing  growth  rates  not 
discussed  above  but  illustrated  in  our  full  examination  of  these  data^^  provide 
examples.  One  is  coronary  artery  bypass  surgery,  three  varieties  of  which,  identified 
in  our  list  of  top  20  charges  surgery  procedure  codes,  make  up  4.4%  of  surgical 
allowed  charges  in  1988.  Increased  use  has  been  over  30%  for  all  three  procedures 
from  1986-1988.  Usefulness  of  this  technology  to  all  those  receiving  it  is  an  issue  of 
concern.  Second  is  the  increased  proliferation  of  lipid  measurement.  Three  lipid 
measurement  laboratory  tests  appear  on  the  list  of  top  20  charges  laboratory 
procedure  codes  making  up  5.3%  of  all  laboratory  allowed  charges  in  1988.  These 
three  tests  have  increased  in  use  100%,  over  200%  and  almost  600%  over  the  three- 
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year  period.  This  is  despite  the  fact  that  efforts  to  lower  cholesterol  in  the  aged  have 
yet  to  be  demonstrated  effective  in  decreasing  their  risk  of  heart  attacks. 

Fifth,  our  study  has  demonstrated  the  importance  of  the  volume  performance 
standards.  The  results  from  implementation  of  the  lab  fee  schedule  demonstrate  that 
without  measures  to  contain  overall  volume,  numbers  of  services  and  their  intensity  will 
likely  continue  to  increase.  Volume  performance  standards,  if  properly  implemented, 
can  also  provide  incentives  to  physicians  to  collectively  identify  and  eliminate 
unnecessary  care.  Research  on  effectiveness  and  development  of  practice  guidelines 
should  aid  in  these  efforts. 

But  if  volume  performance  standards  are  to  have  any  possibility  of  success,  they 
will  need  to  be  made  meaningful  to  the  individual  doctor.  Rewards  or  punishments 
cannot  be  on  such  a  removed  basis  that  the  individual  doctor  feels  helpless  to  affect 
the  outcome.  The  more  decentralized  the  volume  performance  standards,  the  greater 
the  probability  of  successful  implementation. 

What  remains  of  substantial  concern  in  the  implementation  of  the  physician 
reform  package  outlined  in  OBRA89  is  whether  there  exist  politically  viable  technical 
solutions  to  implementing  the  volume  performance  standards.  Without  volume 
performance  standards  with  real  teeth,  we  believe  the  new  physician  reimbursement 
package  will  exacerbate  rather  than  moderate  the  growth  in  physician  expenditures. 
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